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FEDERAL FARM LOAN ACT AMENDMENT 


WEDNESDAY, APRIL 13, 1955 


Hovusrt oF REPRESENTATIVES, 
SUBCOMMITTEE ON CONSERVATION AND CREDIT 
OF THE COMMITTEE ON AGRICULTURE, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 1310, 
New House Office Building, the Honorable W. R. Poage (chairman 
of the subcommittee) presiding. 

Mr. Poaae. The committee will please come to order. 

We are here this morning for the purpose of considering Senate bill 
941, which is a bill to authorize the Federal land banks to purchase 
certain remaining assets of the Federal Farm Mortgage Corporation; 

At this point in the record we will insert a copy of the bill. 

(The bill referred to follows:) 


[S. 941, 84th Cong., Ist sess.] 


AN ACT To amend section 13 of the Federal Farm Loan Act, as amended, to authorize the Federal land 
banks to purchase certain remaining assets of the Federal Farm Mortgage Corporation 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 13 of the Federal Farm Loan Act, as 
amended, is amended by adding at the end thereof the following new paragraph: 

“Twentieth. Without regard to any limitations or restrictions of this Act, to 
purchase all assets, except cash, accounts receivable, and reserved mineral interests 
held by the Federal Farm Mortgage Corporation as a result of loans made on or 
before July 1, 1947, in the farm credit district in which said bank is situated and 
to assume the liabilities of said Corporation for future payment funds of borrowers 
and trust accounts applicable to said assets. The purchase price of notes and 
mortgages, purchase money mortgages, and real estate sales contracts shall be 
equal to the total of the unpaid balances on such items and accrued interest 
thereon at the date as of which purchase is made, less the total of the liabilities of 
the Corporation being assumed by the bank as herein provided. The purchase 
price of real estate, sheriffs’ certificates, loans called for foreclosure, loans in sus- 
pam judgments, and any other assets eligible for purchase under this paragraph 

ut not specifically identified herein shall be equal to the fair market value of 
the assets as determined by agreement. The total consideration for the purchase 
shall be payable over a period of not more than ten years from the date as of which 
purchase is made, and upon such terms as shall be agreed upon through negotia- 
tion with the Board of Directors of the Corporation.” 

Passed the Senate March 8, 1955. 

Attest: 


Fe_ton M. Jounston, Secretary. 
Mr. Poaas. Governor Tootell of the Farm Credit Administration 


is here, and we would be delighted, Governor, if you would make 
your statement at this time. 
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STATEMENT OF R. B. TOOTELL, GOVERNOR, FARM CREDIT 
ADMINISTRATION 


Mr. Tooretyt. Thank you, Mr. Chairman. I do have a brief 
statement which I would like to present for the record. 

Mr. Poacer. We would like to have it. 

Mr. Toorett. S. 941, as passed by the Senate on March 8, 1955, is 
a bill to authorize the Federal land banks, each as to its own district, 
to purchase all of the mortgage loans, purchase money mortgages, 
real estate sales contracts, acquired real estate, et cetera, still owned 
by the Federal Farm Mortgage Corporation in the district. 

This new authority would extend to all of the remaining assets of 
the Corporation, except cash, accounts receivable, and mineral 
interests heretofore reserved by the Corporation. As directed by the 
Congress (Public Law 760, 8ist Cong.), such mineral interests are 
now being sold to the surface owners who apply to purchase them, 
and any not applied for by September 6, 1957, will be transferred to 
the Department of the Interior. 

A similar bill was passed by the House in the 83d Congress (H. R. 
6711, Rept. No. 1368) but did not come to a vote in the Senate. In 
this Congress, the Farm Credit Administration again proposed such 
legislation in a letter to the Speaker of the House and the President 
of the Senate dated January 25, 1955, a copy of which is included in 
Senate Report No. 37 on S. 941. In that letter, which I assume is 
available to the committee and may be included in the record here, 
the proposal is discussed in more detail than I have in mind to do 
in this initial statement. However, as the loan and related assets of 
the Federal Farm Mortgage Corporation continue to be paid down, 
we consider that there is even more reason for such legislation than 
when it was first proposed. 

Such loan and related assets, totaling about $13 million, are what the 
Corporation still holds out of some 680,000 land bank commissioner 
loans made for the total amount of $1.2 billion during the period 
1933-47. Under existing law, the Federal Farm Mortgage Cor- 
poration has authority to sell its assets, except reserved mineral 
interests, to the Federal land banks. However, such banks may now 
purchase mortgages or contracts from the Corporation only if, among 
other things, the unpaid balance thereof, together with any prior 
indebtedness on the same property, does not exceed 65 percent of the 
appraised value of the property, and the borrower subscribes to stock 
in and becomes a member of a national farm loan association. 

In order, therefore, to authorize the Federal land banks to make a 
bulk purchase of the remaining mortgage loan assets of the Federal 
Farm Mortgage Corporation, legislation such as the bill before you 
will be necessary. 

The mortgage loan assets now held by the Federal Farm Mortgage 
Corporation are serviced by the Federal land banks through the 
national farm loan associations, and the banks are compensated for 
this service on a unit basis. The servicing costs per unit have been 
rising while, as the mortgage loan assets are paid down, the interest 
received on them decreases. 

On December 31, 1954, the average unpaid balance of outstanding 
first mortgage commissioner loans was $503, and on the second mort- 
gage loans it was $629. It would seem to be in the interests of good 
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administration to effect the sale of the remaining assets at this time. 
It would not disturb the debtors on the assets sold as they would con- 
tinue to have their accounts serviced by the Federal land banks 
through the national farm loan associations as at present. 

If the legislation should be approved in time, it is intended that the 
assets of the Corporation will be sold and transferred to the land banks 
as of June 30, 1955, the end of the present fiscal year. Thereafter, in 
lieu of such assets, the Corporation would hold only the promissory 
notes given by the land banks for the purchase price, all of which 
would be payable within a period of not more than 10 years. 

After transfer of any remaining mineral interests of the Corporation 
to the Interior Department in the fall of 1957, the only thing remain- 
ing for the Corporation to do, so far as concerns liquidation of its 
assets, would be to receive the payments on the land bank notes and 
declare them as dividends for payment into the general fund of the 
Treasury. 

It is to bring this about, and to clear the way for any further 
decisions that may need to be made as to the Federal Farm Mortgage 
Corporation, that we urge enactment of S. 941 at this time. 

Mr. Poagr. Governor, we passed a bill out of this committee and 
through the House, I believe, last year. 

Mr. Toorg.u. That is right, sir. 

Mr. PoaGe. That bill was substantially the same as this Senate 
bill? 

Mr. Toore tt. It is; I believe it is identical. 

Mr. Poaae. I believe it is the same bill. 

Do you have a copy of the bill which we passed last year? 

Mr. Toore.u. Yes, sir. 

Mr. Poaae. If we now pass this Senate bill, and report the Senate 
bill to the House, we will be reporting out the same thing which we 
have previously reported out? 

Mr. Tooretu. That is correct. 

Mr. Poaasr. The full committee did discuss an identical bill to S. 
941 in some detail last year? 

Mr. Toorsiy. That is correct. 

Mr. Poagcr. You mentioned the reservation of mineral rights. 

You are familiar with what is happening with these assets now; are 
you not? 

Can you tell us about what is happening with these mineral rights 
now? The owners of surface rights have a right under existing law, 
as I recall it, to acquire these mineral] rights. 

Are most of them making application for the mineral rights? 

Mr. Toorse.u. No; they are not. They have been notified, and I 
believe that we have issued two notices to the holders of the surface 
rights, although Mr. Johnson here could give the figures in a bit more 
detail. 

It is my recollection that only approximately one-third of the 
holders of the surface rights have taken advantage of this oppor- 
tunity. 

Is that right, Mr. Johnson? 

Mr. Jounson. That is approximately correct. 

Mr. Toore.u. In other words, out of about 18,000 reservations, 
only about 6,000 have been sold to the holders. 
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Mr. Poaae. You sold those at a dollar an acre where there is no 
development in the area? 

Mr. Toorge.u. They are sold at a very nominal figure. Instead of 
a dollar an acre, it may be a dollar for the entire mineral rights for 
whatever the acreage involved consists of. 

If there is no mineral activity in the area otherwise, it is then what 
is considered to be a fair market price. 

Mr. Poagsn. Yes; and I realize that it is somewhat off the subject 
which we have under discussion, but I wonder if you could give us 
your idea as to what we can do about this separation of minerals 
and surface. 

It has been a matter of much concern to me, and frankly in out 
State the land bank has been the most persistent offender, if you can 
call it an offense, in bringing about this separation. 

I wonder how you feel about the broad policy of separating the 
surface and the mineral rights. I recognize that the Congress cannot 
prevent the separation, and I recognize that the State law determines 
what you can do about separating your mineral estate and your sur- 
face estate, but as a matter of general practice, do you think that it 
is good, from the standpoint of American agriculture, to see the 
mineral rights separated from the surface rights? 

Mr. Toorgetu. Well, Mr. Chairman, we recognize that there are 
distinct disadvantages to that, but on the other hand, we recognize 
that there are going to be such separations, regardless of whether the 
land bank system is a party to it or not. 

We do know that this matter of retention of certain mineral rights 
on farms, that it has been necessary for the land banks to acquire 
and later resell, has made it possible for the banks to recoup a fairly 
substantial amount of money to offset some the losses that it took 
in reaching out and attempting to serve American agriculture. 

So, there are distinctly two sides to the question, from our stand- 
point, and it is not an uncommon practice. Other mortgage lenders 
not infrequently do it. 

Mr. Poaae. No; it is not uncommon on their part, although at 
least in my opinion in my section I am sure the land bank has done 
a great deal more of it than any insurance company or any group of 
lending agencies other than the land bank, but want to say in 
fairness to the Houston Land Bank that 2 years ago they did send 
representation to Austin to the State legislature, and sought to secure 
some legislation, which I think was exactly the proper way to do it, 
to bring about State legislation to prohibit this separation, say, for 
more than 20 years. 

It never did get down to a very crystallized form on the part of 
anyone, and I have felt that we ought to be emphasizing that. 

I think that there is going to be an effort on the part of Congress 
to limit your powers, unless we get State legislation which applies 
to everyone alike. 

I would much prefer to have the State legislation. 

Mr. Tooretu. I am sure we would, too. 

Mr. Poaae. I think, of course, the State legislation which applies 
to insurance companies and other lending agencies is the preferable 
type of legislation. 

r. ToorEeLu. It puts them all on the same basis. 
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Mr. Poaae. In my opinion, there is a grave danger that if we do 
not take some steps to stop this separation of the estates that within 
another 2 or 3 generations, in at least States like Texas and Oklahoma 
and New Mexico, that you are going to find that all the mineral 
rights are in the hands of what we might call third parties, and the 
surface is in the hands of the men who farm or graze the land, and the 
development of oilfields, gas fields, and the like will mean nothing to 
the people who are on the land. 

I think it has been a very healthy thing that the farming population 
has shared in the development of the mineral wealth over the Nation, 
and I would regret terribly to see the time come when that would not 
be the case. However, it is certain to be the case if we follow for 100 
years the policy which the land bank is following right today. 

Can you see how we can escape it? 

Mr. Bass. Mr. Chairman, may I make a statement at this point? 

Mr. Poaae. Yes, sir. 

Mr. Bass. Just the reverse to that rule is true in my country, 
where we have phosphate land. It is almost essential that we have a 
division in order to properly protect both interests. There are so 
many people in the phosphate business who have absolutely no need 
for the surface rights, and many of the farmers in my district have 
received over a period of years payments which have helped them to 
develop their farmlands. 

Mr. Poaacr. They have been leasing that land; they have not been 
selling it. That is exactly the point. Sure, and that is what our 
a have done, and they have received payments from the leasing 
of land. 

Mr. Bass. This is done by private interests. 

Mr. Poaae. Certainly; and we have leased to private interests, and 
we have leased to every one of the major oil companies and most of 
the wildcatters. 

I do not know but I am sure that your people are not selling their 
phosphate land; they are merely leasing it. 

Mr. Bass. Some of them are. Some of them are selling the leases, 
but most of them are sold just like your oil is handled. 

They are sold on a production basis. 

Mr. Poacs. However, that is just a lease; they still own the land. 

Mr. Bass. They sell it also. If it is not mined within a certain 
period of time, they receive so much a year. 

Mr. Poaas. That is exactly the manner in which the oil lease 
operates, but the estate remains with the owner of the surface, and 
development rights belong to the company. That is what I hope we 
can maintain—the right of land ownership. 

However, what the land bank has been doing has been to retain 
and keep an interest in those minerals, and in many cases all of the 
interests in the minerals, and in some cases half of the interest in the 
minerals. 

Mr. Toore.t. It is usually half, I believe, Congressman. 

Mr. Hops. Mr. Chairman, I came in a little late, and ' am not sure 
that I understand exactly what brought this question up, but as you, 
Mr. Chairman, very well know, I have followed your leadership in the 
movement to protect purchasers of land from the Farmers Home 
Administration, and the other Government agencies, from being 
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compelled to accept land on which the Government has made a 
mineral reservation. 

I have been in sympathy with that policy, and have supported 
that legislation. However, it seems to me that we have an entirely 
different situation in the case of the Federal land banks, which are 
private corporations. I do not see why they should not have the 
same right that every individual and every other private corporation 
has to reserve all or a part of the minerals when they dispose of land. 

Out in my section of the country, I think there are very few trans- 
fers of land on the part of individuals or corporations, where at least a 
part of the mineral interests are not reserved. I do not know why 
the Federal land banks, which are private corporations, should not 
have the same opportunity to protect themselves and their stock- 
holders which any other private corporation would have. 

I do think there is a difference, as far as the Government is con- 
cerned. 

Mr. Poaar. Mr. Hope, I think we are in full agreement on that- 
all of us. We are in agreement that the proper thing is for general 
legislation, rather than for any legislation against the land banks, and 
as you recall, there has been legislation introduced at every session. 

You suggested that I have taken somewhat the lead in this, but I 
have never introduced any legislation to prohibit the land banks from 
making this reservation, because I recognize, as you point out, that 
they have the same rights that the New York Life Insurance has, or 
the Bankers Life, or anyone else. I certainly recognize that fact, and 
think that any remedy should come from the State legislatures, and 
not here. 

However, we were really discussing the whole question of the 
desirability of separating the surface and the mineral interests. 

Mr. Horn. I came in a little late, and did not hear the previous 
discussion. 

Mr. Poacr. Why, sure, and I appreciate what you are saying about 
the rights of people to reserve, but the thing which concerns me is that 
100 years down the road, if we continue these reservations all on the 
mineral rights will be in nonfarm hands, I recognize what you are 
talking about, because we are doing it down in my country in the same 
way for exactly the same reason—but if State laws are not enacted 
to limit these reservations to, say, 20 or 25 years, with reversion to the 
owner of the surface rights, the surface owners are going to lose all 
interest in minerals. It seems to me that we would maintain a much 
stronger agriculture down through the generations than we do when 
the reservations are not limited, and the estates are separated, and 
where the minerals will be sold in New York City with no regard to 
the owners of the land. 

It does not take many reservations hike you are talking about there 
to own a piece of land. If you own a piece of land and you reserve 
half of the minerals, and sell it to me, I own half of the minerals, one- 
half of which I reserve, and if I turn around and sell it to Ross and he 
reserves half of what he has, and in turn sells half of it to John with a 
reservation of half of his minerals, by that time John does not have 
but one-eighth. It does not take many of those transfers with every- 
one reserving half of what they own in the way of minerals to com- 
pletely wipe out the holder of the surface rights, as the owner of the 
mineral rights, and with the land banks reserving half of the mineral 
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rights on everything they have foreclosed, you get a situation where 
you are running a lot of things through the wringer, and you will have 
a very large part of the lands without half of their minerals, and if you 
simply run this process a little faster, it will be complete. 

Mr. Horr. Mr. Chairman, if you will yield there, I certainly do not 
want to argue with you on the point which you are discussing now. I 
think that there is a very important question involved there with re- 
spect to the separation of the mineral rights from the surface rights. 
I would not want to argue with you on that point at all. My only 
point was, that I do not believe there should be any distinction made 
so far as the Federal land banks are concerned. 

Mr. Poaae. I am in agreement with you on that; I fully agree 
there. 

Mr. Hops. That is what I was driving at. 

Mr. Poags. I pointed out there have been bills introduced at each 
session of Congress to affect the land banks. 

Mr. Hops. That is true. 

Mr. Poags. I think it would be desirable if we can get some State 
legislation, and I believe that is the only way you are going to 
ultimately answer this question, or else, in the absence of State 
legislation, you know that in regard not only to land bank matters, 
but everything else in the field of government, when the State fails 
to act, the Federal Government generally does act, whether it is 
proper for it to act or not. 

That is the way we lose States rights, by failing to exercise those 
rights, and by the State governments not acting when there is a 
public demand. 

Then, ultimately, the Federal Government does act, and the 
Supreme Court will say that it was in the interest of the general 
welfare, regardless as to whether anyone ever intended it to be a 
Federal matter, or not. 

I apologize for getting so far off the subject, but we had, Mr. Hope, 
discussed the instant legislation and the Governor had made a general 
statement, stating the approval of the farm credit system of this 
legislation. 

Is there anyone else to be heard? 

(No response.) 

Are there any questions by members of the committee? 

Mr. Horr. | presume it is already in the record, but this is the 
same bill that the committee reported at the last session and which 
passed the House, is it not? 

Mr. Poaaes. It is. 

Mr. Hopn. I believe it was passed on the Consent Calendar. 

Mr. Bass. Mr. Chairman, there is one question which I would 
like to ask. 

Mr. Poacr. You may proceed. 

Mr. Bass. This legislation would not affect any foreclosures? 

What I mean is that the foreclosures will be carried out in the same 
manner as they are at the present time? 

Mr. Poaas. It would be in the name of the land bank instead of 
the name of the corporation. 

Mr. Tootetyu. That is right. 

Mr. Poags. It would be handled by the same process. 
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Mr. Bass. The notes would not be rewritten, and the same process 
would be taken into consideration in the foreclosures? 

Mr. Tooter. That is right. The policy would not be any different, 
because at the present time the land banks service these loans and 
contracts for the Federal Farm Mortgage Corporation. 

Mr. Hermpurcer. Mr. Chairman, you might want it to appear in 
the record that the major farm organizations were all notified specific- 
ally of the hearing by Mr. Lynn. 

We have a letter from Mr. Lynn expressing the approval of the 
American Farm Bureau Federation of this bill. 

Mr. Poacer. Mr. Bass, have you had any objections at all to this 
legislation? 

Mr. Bass. I have had no objections. 

Mr. HermBurcer. The major farm organizations have all indicated 
their approval, and have expressed the feeling that it was not necessary 
for them to appear. 

Mr. Toore.u. I might add this: 

Ordinarily, about this time of the year, or in the late spring, we 
start negotiating with the 12 Federal land banks on the service con- 
tracts which are to go into effect the following July 1, and it would be 
savings to the Government if this legislation could pass, and pass in 
time so that instead of negotiating the contracts for servicing effec- 
tive July 1, we could actually negotiate the contracts for sale and com- 
plete that transaction, effective July 1. 

Mr. Poace. Governor, it was the realization that it is desirable to 
hasten this thing up which makes us take up the Senate bill. 

Normally, we would consider the House bill. 

Mr. Tooretu. Yes. 

Mr. Poace. However, we are considering the Senate bill because it 
has been passed by the Senate, and we feel that it does give us possi- 
bly a small opportunity to save some time. At least, we will not have 
to go back to the Senate, if we pass the same bill. Whereas, if we pass 
the House bill, even though it is identical, we would still have to get 
Senate concurrence. 

So, we are doing a rather unusual thing here in foregoing any pride 
of authorship and are considering the Senate bill. 

Mr. Tootre.i. We appreciate that very much. 

Mr. Poaae. We are doing it because we do realize that it is impor- 
tant to move along. 

Mr. Tootrety. Thank you, sir. 

Mr. Poaae. If there now is nothing further, and no one further to 
be heard on this matter, we thank you very much, and this will 
terminate the hearings on the bill. 

(The following statement was submitted to the subcommittee: ) 


STATEMENT BY THE NATIONAL GRANGE 


The National Grange urges enactment of 8. 941 into law. We believe it is very 
desirable and practical to so amend the Federal Farm Loan Act that the Federal 
land bank will have authority to purchase the outstanding Federal farm mortgage 
paper presently owned by the Federal Farm Mortgage Corporation. 

he land bank commissioner loans have certainly played a very important role 
in agricultural finance. The success which the Federal Farm Mortgage Corpora- 
tion achieved with the commissioner loans, both from the standpoint of financial 
results and the preservation of the family-sized and family-operated farms, 
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commands respect. It seems to us that the experiences with land bank commis- 
sioner loans justify future faith and confidence in our American type of agriculture. 

It seems very clear to us that the time has come when considerable savings 
can be made by a sale of land bank commissioner loans to the Federal land banks. 
The outstanding loans of the Federal Farm Mortgage Corporation, which approx- 
imate only $13.5 million, are too few in number and too scattered to justify sepa- 
rate servicing and separate accounting. If the outstanding loans of the Corpora- 
tion are not sold soon, the cost of servicing them will exceed the interest income. 
We believe it is entirely appropriate that the loans of the Corporation be liquidated 
by a closed bulk sale to the Federal land bank. In cases where a commissioner 
loan is a second mortgage to a first mortgage Federal land bank loan, it is a real 
convenience to the farmer to be permitted to continue dealing with the Federal 
land banks on both loans, instead of finding that the second mortgage is owned by 
another lender. 

In regard to the sale of mineral rights, we believe it is entirely appropriate 
that the owners of the surface rights be given first chance in buying the mineral 
rights. We do not have any suggestion for any changes in the bill because it is 
satisfactory to us as it is. 


(Thereupon, at 10:35 a. m., the subcommittee adjourned, to meet 
again, subject to the call of the Chair.) 


x 














